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First, apologies for the delay. This took a lot longer, but for good reason - so read on. Also, mental health is important, 
ape gang, we live in interesting times. Take care of yourselves. 


Note: DRS IS THE MUTHAFUCKIN' WAY. I've moved 100% of my personal shares to ComputerShare. Don't let all of 
the Citadel talk distract you from how effective DRS is (not financial advice - just some wild shareholder shouting) 


Preface 


Apes, this one is long. But the payout is W 1 L D. 


This is a 2 part piece that aims to tie together Citadel's different operations and strategies and present why and how this 
ties to $GME. It continues into Part 4 (guys I'm sorry I'm a giant fucking tease). It's not financial advice. 


| am citing excellent DD from other Apes. I'll give credits in the comments because tagging them won't notify them. 
Everyone's DD has its own merits but also contains another piece of the puzzle. 


So... you ready? 


3.0 Introduction 


The price of $GME is artificial. Prior posts have shown how wholesale Market Makers (MMs) — Citadel and Virtu — have 
captured a controlling stake of the securities marketplace. Citadel’s assets and risk appetite gives them a chokehold 
on the exchanges, and offers them influence at the heart of the market: prices. However, by solely supporting so 
much volume, Citadel is creating functional dependencies which only they can fulfill. There is no single firm that 
can compete with their offering and volume — for better or worse. 


Buckle up. 


3.1: The Throne Room 


Put yourself 


You are in the Citadel Securities trading desk with all their tools at your disposal, and your entire career is on the line. A 
quote pops on the screen: 


e 420 shares of $DOOK at $6.969 — bid 
e Wat do? 


This is where our journey starts. You are the maestro, and all of Citadel’s actions are like keys on a piano. 
e First you decide the "where" of the trade: 

e exchange’lit venue 

e dark pool 

e internalize 

e Then you decide: 

1. Order type (venue-restricted) 

° iew | 

e Price 

e NBBO limitations — price “goalposts” for trades 
e Bid/ask spread 

e Costs, venue coupons, profit, other factors 


e Trade framework 


e Venue responsibilities (i.e. MM obligations) 

e Other limitations (i.e. regulation limits, rule violations, reporting requirements, etc.) 
e Solo order / combo order 

e Hedging 

e Best hedge — options or shares, sell/buy, quantity 

e “naked” hedge — not hedge at all \_(\) /— 


e (Note: if the quote is spread across several venues, or if you are sourcing the other side of the trade, then you will 
be looking at these variables. ) 


e (This is not an exhaustive list.) 


Obviously, the goal is to maximize profit. The right combination will let you arrive at the most profit. Whatever you plan, 
we'll call that your play. 


e The job will be to set up a system of plays that generate profit EVERY TIME. 


e But... there’s a catch: 


You're doing it at volume. 


What kind of volume? 


e WATCH: this is a fraction of a second for a single ticker (AMZN): - sauce 


e Look at the clock in the video. This is less than one hundredth of a single second for one ticker. 


e NQEX is Nasdaq exchange. Remember: Citadel does almost as much volume as the Nasdaq. 
The volume an MM deals is insane. 


Volume is king. 


3.2: The Regicide, | 


Your opponent is obvious: risk. 
e And what makes being an MM risky, since they’re only dealing with fractions of a penny per share traded? (if it 
wasn't already evident) 
Volume. 


e You can lose a lot of money verrrrry quickly (guh). 


e To illustrate: there's speculation that Citadel's entire naked short position in $GME was due to a brief formula 
“glitch” — yikes. (This anecdote is only speculation, but shows how real the risk is.) 


Citadel views risk as their primary opponent. Their volume makes it that much riskier. 


e Citadel is in a position where it has volume for every second of every day for every ticker it has available to 


trade. |t trades after hours, OTC, internationally, not to mention krypto assets... 


e Citadel has invested in substantial infrastructure to handle this volume - but it’s only useful if it is profitable. 


e Their goal is to create the opposite of risk: CONTROL and CERTAINTY (remember this). 


e Or said another way, it is trying to achieve “not losses’, lol. 
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Receives numerous industry awards including 
Equities and Currencies Flow Market-Maker of 
the Year by Risk Magazine. Solidifies position as 
the leading Designated Market-Maker (DMM) in 
Canada. Fortune Magazine names Citadel 
Securities CEO Peng Zhao to their 40 Under 40 
list. Serves as DMM for Uber and Slack IPOs. 
Opens offices in Austin, Texas and Zurich, 
Switzerland. 


Something is different about Citdael's risk, however. 
e Transaction volume is limited. So as Citadel takes more and more transactions, it absorbs the risk of that volume, 
e and ata certain point, Citadel is no longer assuming only the risks of those transactions... 


Citadel is absorbing the risks of the entire market. 


e Do you remember 
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e The flip side of that massive volume is: Citadel is absorbing almost as much risk as every transaction on the 
Nasdaq. 


e Think: ONE COMPANY handling the potential losses of every transaction on the US’s second largest exchange. 


It's as if the entire market is concentrating its risk on a single firm. 


What could go wrong? 


3.3: The Royal Navy 


Uhh... so how does Citadel, like, do it? 


e There is no simple solution. They address every risk individually. 


e Citadel has assembled a massive technological infrastructure, piece by piece, to this end. 


| anticipate they have systems for objective risks, like: 
e Robust price modeling for every security they trade in 
e i.e. how likely is a security to change price and by how much 
e ...taking into account TA patterns, Elliot waves (s/o u/possibly6), other factors... 


e (for example, here is a paper that dlauer linked in one of his posts, a heady read on the considerations that go into 
pricing models.) 


e Cost-benefit analysis 


What is the cost range, variables, upside, and exit target for a given position? 
Projections and simulations 
risk/reward variables 


impact assessments that consider repercussions 


| also expect they have systems for subjective risk (better known as opposition research) including: 


Player modeling 

ascertaining another player's positions & interests 

Strategy mapping 

other firms plays based on available market data, insider info, deductive analysis 
Counter-strategy 

Threat analysis — who is in position to undermine Citadel’s plays 


Attack strategies — how to “combat” opponents of Citadel’s plays 


Too far? 


Here is a revealing quote from 2007: 


One hedge fund manager we spoke with this morning laughed out loud when we asked if he would run his trades 
through Citadel. 

"Then again, they seem to know my positions and strategy anyway. So why not? Maybe they'll accidentally tip me 
off," he said. [emphasis mine] 


(Note: While this article refers to Citadel’s hedge fund, there has been no statement made that Citadel does not 
share its information between its various companies. They have only stated that they do not execute trades 


between companies) 


So what does competing against Citadel's technology even look like? 


Given Citadel’s best-in-class risk assessment, are you really “beating” Citadel in a trade? Or are you just taking the 
losing side of a bet? (i.e. absorbing risk Citadel is unwilling to take - a bad bet) 
Also, technology becoming more sophisticated means fewer individuals able to build those kind of systems - a 
smaller talent pool. 

Only a few people out there really have the technical competency to design these features. Way less than 

10. — Haim Bodek - sauce 


Citadel gains an advantage by cornering the market on talent, depriving the market of people who can build these 
systems. 


Basically, Citadel's technology is in the business of deterring competition. 


Better technology not only allows Citadel to "beat" their competition head-to-head in trades, it also allows them to 
capture more volume — meaning less volume for everyone else. 


This becomes a destructive cycle for competitors: 


Less volume -> Less revenue potential -> Less attractive to investors/clients -> Less capital to invest -> Less 
attractive to talent -> Competitive disadvantage -> Less volume captured 


e ...and becomes a virtuous cycle for Citadel: 


e More volume -> More revenue potential -> More attractive to investors/clients -> More capital to invest -> More 
attractive to talent -> Competitive advantage -> More volume captured 


Citadel is leveraging their technology to manage risk, but is also preventing other firms from acquiring the assets (capital, 
infrastructure, intellectual property, personnel) required to compete against them. 


And if you haven't noticed, addressing every competitive risk has one outcome: 


3.4: Twin Kingmakers 


So, have you figured it out? Did you see what the key ingredients are for winning a trade and beating risk? 
There are two (remember these - and technology addresses both of them): 


INFORMATION 


e All of the modeling & pricing is about getting the RIGHT information — the right risk assessment, the right price, the 
right timing... 
e ...while LOSSES are all about WRONG information - the timing was wrong, the price was wrong (bitch), the risk 


assessment was wrong. 


e Whoever has the better actionable information is in position to win. Every time. 


SPEED 
e Every transaction operates on a “first across the line” system: the first accepted quote wins. 
e It doesn’t matter if a better quote arrives 1 nanosecond after a transaction is completed. 
e Also - the first across the line IS the information: the winning quote becomes a trade and prints to the tape. 


e So being the fastest to quote can win the transaction (first across the line) AND can bend the information (tape) to 
your favor before the opposition can react. 


Pretend that you could freeze time. At that single moment the quotes in transit from the exchanges are also frozen. 
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If you were positioned at both ends of the quote line, you could gain superior information: 


You know where a quote is headed and when it will arrive. 
You know which was the highest/lowest price. 


You also know how a given price will change (up or down). 


(This gives you advance knowledge for your plays.) 


If you could also ACT while time was frozen, you would enjoy superior speed. You could use the above information to: 


Cherry-pick the price/exchange combo that met your goal: 

Buy at the lowest price / sell at the highest price 

Use the best exchange (transaction structure, order type, reporting speed, etc.) 
Benefit from up/down price movements 

But since your actions affected your situation, you could also: 

Buy/sell shares ahead of demand 

Change the price to your favor (buying in a way that moves the price higher/lower) 
Affect opponent’s positions, risk equations, etc. 


..and so much more! 


This is called latency arbitrage, or, profiting off of a delay in information by moving faster than the information travels. 


As long as you could move faster than your opponents you would enjoy a severe advantage in the markets ( 


), and... 


...you could create control and certainty in your transactions. 
Fortunately this doesn’t happen because exchanges are a competitive, level playing field... 


... fight? 


3.5: The Anointers 


Exchanges are for-profit. And these days, clients demand more than just a venue. A lot more. 


Variability in Quarterly Comparisons 


Our business environment has been characterized by: 


* globalization of marketplaces, customers and competitors; 


° aka interest rate and financial markets uncertainty; 


* evolving, increasing and disparate regulation across multiple jurisdictions; 

* price volatility increasing customers’ demand for risk management services; 

* increasing focus on capital and cost efficiencies; 

* customers’ preference to manage risk in markets demonstrating the greatest depth of liquidity and product diversity; 

* the evolution of existing products and new product innovation to serve emerging customer needs and changing industry agreements; 


* consolidation and increasing competition among global markets for trading, clearing and listings. 
For additional information regarding the factors that affect our results of operations, see Item 1(A) “Risk Factors” included in our 2020 Form 10-K, 
and Part II, Item 1(A) "Risk Factors" below. 
e It turns out that exchanges now only make a minority of revenues from “exchanging”... 


e ...and the majority of their revenues come from related services: NYSE 
Exchanges Segment 


The following presents selected statements of income data for our Exchanges segment (dollars in millions): 


REVENUES, LESS TRANSACTION-BASED EXPENSES 
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e So, "other services" are exchanges’ primary business now. 


Wait... did you just say “exchanging” is no longer the EXCHANGES’ main business? What are these “other services”?! 


e Let’s take a look. Hmmm.... 


e NYSE doesn’t really mention much 


+ Data Services: In our Exchanges segment, we offer proprietary real-time and historical pricing data, as well as order book and transaction 
information related to our global futures markets and the NYSE. We also provide connectivity services directly related to those exchange 
platforms and clearing houses. In our Fixed Income and Data Services segment, we are a leading provider of evaluated end-of-day and real- 
time pricing services on roughly three million fixed income securities spanning approximately 151 countries and 73 currencies including 
sovereign, corporate and municipal bonds, mortgage and asset-backed securities, as well as leveraged loans. Our reference data offering 
complements our evaluated pricing by providing our clients with a broad range of descriptive information, covering millions of financial 
instruments that, when coupled with our pricing services, act as the foundation for our leading fixed income index complex. Across all three of 
our segments and our various networks, our data services aim to address the rising demand for independent, real-time information, which is 
being driven by regulation, market fragmentation and competition, increasing technology and data demands, as well as passive investing and 
indexation. We also believe our data services are uniquely relevant to our clients’ business operations and provide tools and services that 
enable greater workflow efficiency and, regardless of market conditions are relied upon to serve the need for continuous information and 
analysis. 


* Broad Distribution: We operate multiple trading venues, including 12 regulated exchanges, as well as six clearing houses, which are 
strategically-positioned in major market centers around the world, including the U.S., U.K., EU, Canada and Singapore. Our ICE Global Network 
provides connectivity to over 150 trading venues and data from over 750 data sources, including |CE-operated markets and data services. 
Through our fixed income execution, data and analytics offerings, we serve over 5,000 customers across global fixed income markets. At ICE 
Mortgage Technology, we have at least one product relationship with nearly every key industry participant from loan originators to settlement 
agents and local jurisdictions within the U.S., which represent over 85% of the U.S. population. 


* World Class Technology: Our proprietary systems are built using state-of-the-art technology and are designed to support our customers’ 
workflows across the networks we operate. We employ a significant number of employees in 
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technology-related activities, including product management, system architecture, software development, network engineering, server 
maintenance and continuity, cybersecurity, system and data performance, systems analysis, quality assurance, database administration and 
customer technical support. Speed, reliability, resilience, capacity and security are critical performance criteria for our electronic networks. 
Connectivity to all of our platforms is available through our web-based front-end application, as well as multiple ISVs and APIs. 


e Let’s look at Nasdaq 


Nasdaq Oslo ASA is the commodity derivatives exchange for 
European products. All trades with Nasdaq Oslo ASA are 
subject to clearing with Nasdaq Clearing, which offers 
central counterparty clearing services for commodities 
options and futures. 


Trade Management Services 


We provide market participants with a wide variety of 
alternatives for connecting to and accessing our markets for a 
fee. Our marketplaces may be accessed via a number of 
different protocols used for quoting, order entry, trade 
reporting and connectivity to various data feeds. We also 
offer the Nasdaq Workstation, a browser-based, front-end 
interface that allows market participants to view data and 
enter orders, quotes and trade reports. In addition, we offer a 

arie on compliance tools to help firms comply with 


We provide colocation services to market participants, 
whereby we offer firms cabinet space and power to house 
their own equipment and servers within our data centers. 
Additionally, we offer a number of wireless connectivity 
offerings between select data centers using millimeter wave 
nd microwave technology. 


administration 


technology and customized _ securities 
solutions to financial participants in the Nordic market. Such 
services and solutions primarily consist of flexible back- 
office systems, which allow customers to efficiently manage 
safekeeping, settlement and corporate actions and reporting, 
and include connectivity to exchanges and central securities 
depositories. In January 2020, we commenced an orderly 
wind-down of this broker services operations business. We 
expect this wind-down to continue through 2021. 


Corporate Platforms 


Our Corporate Platforms segment includes our Listing 
Services and IR & ESG Services businesses. These 
businesses deliver critical capital market and governance 
solutions across the lifecycle of public and _ private 
companies. 


meet minimum listing requirements, including specified 
financial and corporate governance criteria. Once listed, 
companies must maintain rigorous listing and corporate 
governance standards. We offer a suite of products to assist 
companies manage corporate governance standards, 
discussed below in “IR & ESG Services.” 


As of December 31, 2020, a total of 3,392 companies listed 
securities on The Nasdaq Stock Market, with 1,476 listings 
on The Nasdaq Global Select Market, 907 on The Nasdaq 
Global Market and 1,009 on The Nasdaq Capital Market. 


We seek new listings from companies conducting IPOs, 
including SPACs, and direct listings as well as companies 
looking to switch from alternative exchanges. In 2020, The 
Nasdaq Stock Market attracted 454 new listings, including 
316 IPOs, representing 67% of U.S. IPOs in 2020. Of the 316 
IPOs that listed on The Nasdaq Stock Market, 184 were 
operating companies, representing 83% of all operating 
company IPOs in 2020 and a 53% win rate among SPACs. 
he new listings were comprised of the following: 


POs 316 
witches from the New York Stock Exchange LLC, 

or NYSE and the NYSE American LLC, or NYSE 

American 20 

Upgrades from OTC 46 

ETPs and Other Listings 72 

Total 454 

— 


During 2020, we had 20 new listings resulting from 
companies switching their listings from NYSE or NYSE 
American to join Nasdaq. Together with companies that 
transferred additional securities to Nasdaq during 2020, an 
aggregate of $282 billion in global equity market 
capitalization switched to Nasdaq. Notable switches in 2020 
included AstraZeneca PLC, American Electric Power 
Company, Inc., Keurig Dr Pepper Inc., and Opendoor 
Technologies. 


We also offer listings on the exchanges that comprise Nasdaq 
Nordic and Nasdaq Baltic. For smaller companies and growth 
companies, we offer access to the financial markets through 
the Nasdaq First North alternative marketplaces. As of 
December 31, 2020, a total of 1,071 companies listed 


*Colocation" and "microwave technology”? What are those? 


e Huh, here’s colocation... 


Colocation 


For high-frequency traders, low latency is important in order to achieve the most profit.The 
best way to achieve that is to locate servers where algorithms are run as close as possible to 
the trading platform's data engines. This process is called colocation - placing servers in 
close physical proximity, sometimes even in the same room as the exchange servers. This 


allows trades to be executed without being hindered by the time of space travelling. Also, 
such colocated servers get access to the quotes and other data (order book, transactions, 


price, etc.) faster than other market participants. Since speed is a critical factor here, they _ 


are able to place orders at the top of the queue at any price. Colocation has become a 


profitable business for exchanges which charge millions of dollars for the low latency 


access. 


e ...and microwave technology. 


Microwave systems reduce the time required to access the market between New York and 


Chicago by approximately 40%. The fiber cables require 8.3 milliseconds while microwave 
ranges from 4.6 to 4.74. As more and more advanced technology is developed and utilized, 
the speed of trade execution keeps increasing and might soon be reduced to a matter of 
nanoseconds. According to reports, some HFT firms are able to send order executions in 
740 nanoseconds (0.00074 milliseconds). 


— sauce 
e Looks like the exchanges are selling information — data feeds and real-time information — and speed — faster 


access to transactions. 


... the exchanges are selling INFORMATION and SPEED?! 


Yes, the NYSE and Nasdaq are selling the ingredients to win transactions because, guess what makes more money 


than exchanging? 


Dave Lauer @ 
/ @dlauer 
Of course, traditional exchanges get public subsidies 
(SIP market data fees), have mini-monopolies on their 
market data (with a regulatory mandate that requires 


many firms to pay for it) & complex order types and fee 
structures. 


Great points from @SBF Alameda here on crypto diff 


& SBF @ @SBFFTX - Jul 13 


6) For a traditional octenee on the other hand, what *can* sey monetize? 


a) order matching, though people can go to a competitor 


0) their gate which no one else has 


that's pretty much it, and so it's not surprising they end up getting significant 
revenue from data. 
Show this thread 


Whhhh... how can they do that!? Who are they selling it to!? 


e NYSE does not disclose their client list 


e Nasdaq only mentions they don’t have any clients who account for “more than 10% of their revenue” (...so we can 


assume one client makes up for 9+% of Nasdaq’s revenue, lol. Wonder who?) 


But we can figure out some key microwave dish factors. Let’s do some maths: 


e Here is the NYSE price sheet for microwave usage. Here is the one for Nasdaq. 


e The top package at NYSE — the US largest exchange — costs ~$0.09 per second (at 20 trading days/mo). 
e That requires 421,200 shares traded @ $0.005 profit per share traded, per day. 


e This is the cost for the fastest speed — not regular “slow” trades (i.e. you need to do enough fast trades to justify 


your need for speed, lol) 


No, I’m sure it’s a long list of companies that can profit from 400,000+ shares/DAY at extra fast speeds on 


a single exchange. 


The gamers here know what this means: 


Exchanges are running trades as "pay to win" 
... Selling the ingredients to win trades with - which gives more money to win even more trades with, which gives 
them more money to win even more... 
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But wait, there’s more! 


e Since it is a major source of revenue for them, exchanges know EXACTLY how their customers are using their 
services. 


e So they know how Citadel operates and what they are doing with their systems... 

e ...and they know that Citadel — moreso than any other player — has influence in other products and exchanges (it’s 
literally why they need the microwave technology)... 

e ...as well as having access to other OTC channels, such as dark pools and ATS’s... 

e ...and are internalizing transactions at a massive scale. 


That’s one part. Then, when you remember that the NYSE also... 


e Provides Citadel with MM powers that further allows price-affecting activities 


e Equips Citadel with 1 of only 3 DMM roles — in exchange for fees — which has far-reaching powers over securities’ 
prices, beyond an MM’s 
IMPROVING LIQUIDITY & MARKET QUALITY 


+ DMMs are core liquidity providers - DMMs are dedicated market makers that provide liquidity in a given NYSE security 
by assuming risk and displaying quotes in the exchange limit order book. In 2019, DMMs accounted for about 17% of 
liquidity adding volume in NYSE-listed securities, on average. 


MMs reduce volatility - DMMs provide price stability by satisfying market demand for a security at competitive prices. If 
investors are selling, DMMs are typically buying, and vice versa. 


+ DMMs improve price discovery at the open and close - NYSE's opening and closing auctions are the largest single 
volume events of the trading day. DMMs contribute capital in the auctions to satisfy market demand, and provide human 
judgment and communication. Volatility is typically the highest during the first hour of trading as participants digest 


overnight news. DMMs help to establish the right opening price to minimize early-morning volatility 
+ DMMs reduce trading costs for investors - DMMs enhance market liquidity and reduce quoted spreads, 


+ DMMs have much higher trading obligations than traditional market makers - The table below provides a summary of 
DMM affirmative obligations under our rules and NYSE-funded liquidity provider incentives to encourage greater quoting 


and liquidity. For example, unique 0 the 
order book These depth guidelines are customized by security and change 


with every trade. 


e ...in addition to selling bulk microwave access to Citadel, 


...the whole picture starts coming together. 


Citadel, and Virtu, have all the tools to influence securities’ prices. 


Because the exchanges are providing it to them, so they can each increase their profit. 


Don't believe me? Maybe you should believe one of the guys who set up Citadel's systems. 
a Dave Lauer @ 


Now, to speak generically about the ability for 
internalizers to influence a stock's price when 60% - 
70% of that stock trades off-exchange, and those 
same firms are also dominant market makers on lit 
exchanges - well | don't see the problem with that 
argument. 


8:03 AM : Jul 14, 2021 - TweetDeck 


260 Retweets 12 Quote Tweets 2,355 Likes 


WHAT THE FUCK 


“Free market” 


[Note: this barely touches the subject of high frequency trading (HFT), which there is plenty to read about (I’ve mentioned 
him a lot, but | can’t recommend u/dlauer enough. Check his tweets). What’s important to note is that the exchanges in 
some instances make more money from selling speed/info than from the transaction itself. The Nasdaq even 
mentions in their 10-K under “Conflicts of Interest” that it oversees one of the primary channels/standards of data 


distribution — WTF.] 


3.6 The Throne Room, Il 


So that order on the screen: 


e 420 shares of $DOOK at $6.969 — bid 
e Wat do? 


Naturally, you set up a system that profits from latency arbitrage. You front-run transactions. You internalize as much as 
possible. Not only because internalization doesn’t incur exchange costs, but because you can influence the price even 
more, moving specific transactions either to lit exchanges or off-exchange (OTC) to your advantage. 
e Most MM transactions have tiny, well-measured risks. The vast majority of their trades are quickly closed, avoiding 
exposure. 
e The impact of these is also incredibly small: fractions of a penny, either profit or loss. 
e However, taken in aggregate, a volume of trades (especially at speed) can influence a security's price. 
e And since your entire business is tied to the micro-variance in prices, if you can push prices - even in minute ways - 
you can grow your profits. 


e Have | mentioned that MMs can hold their own positions? i(.e. they can hold securities for as long as they want to(. 
Holding a position or delaying a trade for even a few fractions of a second could net even more profit, especially if 


you are gently directing it in near-undetectable ways. 


But... 


...there’s still risk. 


Other players can still win transactions. Holding a position exposes you to potential downside. And Citadel is still 
exposed to market wide events. 


e So... what now? 


[Soooo.... you ready for the good stuff?] 


3.7 The Subjects 


Taking a step back - the “market risks” Citadel still faces are not iMpOSsIbLe unknowns: 


e The risks are unintentional groupings of trades, buying and selling products at prices and times that Citadel didn’t 
anticipate. 


e Usually the risks are other players blindly acting in lockstep or changing positions: 

e it's banks and brokers, who are following instructions of their large investors 

e or they are responding to the whims of their “retail” client interests. 

e Citadel needs to account for these risks. 

e While they have other ways of keeping track of large investors (more on that later)... 


e ...Citadel has no retail clients. 


So how can Citadel get ahead of retail trends? 


Think. 
e lf Citadel... 


e ...internalizes more volume than most lit exchanges, 

e controls for risk with sophisticated technology, 

e constantly takes the other side of trades due to MM responsibilities, and 
e handles a volume comparable to the Nasdaq, 


e ...then, all that’s missing is a broker. 


Maybe, maybe, maybe... 


Citadel could sign up a broker in such a way that... 
..clients believe they are dealing with the broker... 

...but are actually interacting with Citadel... 

who "acts" like the market and executes all of the orders. 


(Citadel could use them as their little "control bubble" of retail clients) 


So could Citadel use a broker as a "cutout" to access retail clients? (Since they already have everything else they 
need.) 


“Payment” means Citadel is paying brokers to route transactions to them, so they “own” the orders. 


Citadel gets the transactions themselves (i.e. is obliged to fulfill), plus the retail information. 
These transactions have already been "won" by the vendor (Citadel)... 
...which provides Citadel additional volume, profit, and price control... 


...and takes yet more market share from the competition, because the PFOF demand never hits the open market 
(i.e. completely non-competitive) — it can be internalized. 


(And of course, even though it has total control over the orders, Citadel only acts in the best interest of the clients... 
..and would never maximize profit... 
...at the expense of the client!) 


It’s a monopoly in the micro, as Citadel moves toward a monopoly in the macro. 


But it's also really profitable. Citadel discovered that they get much more out of PFOF: 


Speed: Citadel gains entire seconds of transaction time (remember, they are used to dealing with 1000x less). Or it 
can disregard speed altogether, because it has "won" the transaction as a foregone conclusion. 


You or | might not care if our personal transaction took .5 of a second or .8 of a second, or even 2 seconds. Citadel 
does. 


Information: with enough retail volume, Citadel can anticipate retail trends. 


Certainty: since PFOF uncovers retail behavior, it removes an upstream risk; they’re less likely to get caught off- 
guard in their plays. 

PFOF means Citadel can likely anticipate retail better than their competitors. 

Control: since PFOF orders are not going to the competition, Citadel can exclusively reap the benefits of these 


transactions - to the disadvantage of the rest of the market. (Not to mention that it makes hiding other nefarious 
activity easier... CFD ) 


There are many benefits of PFOF for Citadel. 


But you wanna know what Citadel is really getting from PFOF? 


Citadel isn't paying for order flow because it doesn't want to compete, it's paying for orders so others CAN'T 
compete. 
e Citadel “owning” the volume is a foregone conclusion that the competition CAN’T beat them on. 


e So competitors won’t have the technology to handle the volume, because there is no volume to take. 


THERE IS. NO. VOLUME. FOR. COMPETITORS. Citadel is sucking the air out of the room. 


Think about it. All of the issues apes are having with long wait times for DRS — it’s because of Citadel’s PFOF: 


e Brokers are contractually obliged to send trades to Citadel, but 
e they are also operationally dependent on Citadel (their systems are integrated with Citadel’s fulfillment), 
e and they are also financially dependent on Citadel’s PFOF revenue, 


e while there is no competitive replacement available. 


It’s like Amazon vs. Sears, where Sears is 30 miles away and everything costs $5 more. Or the Sears went out of 
business because everyone was buying from Amazon. 


e (don’t mean to hit a sore spot, just an analogy) 


ut... but surely the brokers can do something? Don’t they have their own trading desks? Couldn’t they go to Virtu? 
e Why would you go to Virtu if they are a slightly worse offering and are also aligned with Citadel (i.e. exposed to the 
same risks)? It’s paying the same for less. 


e In house? You cut back on your trading resources when you signed up for PFOF, so it’s not there anymore. 
Because why would you have your own trading infrastructure when Citadel does it better AVD PAYS YOU FOR 
IT? 


e (...not to mention that having your own trading desk makes you a competitor to Citadel on exchanges.) 


i?” 


Friends make 


This is Citadel's gameplan for capturing the transaction market: creating dependencies. 


Brokers become dependent on Citadel to fulfill the trades (operationally dependent), but ALSO on revenues from 
PFOF. 


Prime Brokers become dependent on product selection and availability via Citadel Connect 
Exchanges become dependent on Citadel for their best-in-class MM services 


Exchanges become DOUBLY dependent on Citadel for their revenue in "other services" (since "exchanging" isn't 
their primary business now) 


The market becomes dependent on Citadel's technology to fulfill industry-wide volume 


..and countless clients depend on Citadel simply for transaction execution 


By securing the volume it has through either PFOF, client dependencies, market dependencies, technology, or exchange 
relationships, Citadel has achieved a critical mass where... 


Dennis Kelleher captured this reality perfectly in his congressional testimony: 


There's a risk on the infrastructure side and there's a risk on the institution side... if Citadel shut down today, even for a 
day, that means 26% of all US equities volume in 8,900 listed securities would stop. [Citadel] executes 47% of all US- 
listed retail volume, it represents 99% of the traded volume of 3,000 listed options. To say that the system would work 
perfectly fine if all that evaporated today... you're going to have a systemic event." 


Yeah, and I’m just gonna leave this here. 


&. Dave Lauer @ 
me @dlauer 


This is a huge problem, it is not something to brag 
about. Segmenting retail order flow to an 
uncompetitive duopoly has made markets so toxic that 
we cannot count on other firms or expect any market 
making diversity during market stress. This is a recipe 
for disaster. 


eo Citadel Securities @ @citsecurities - Sep 27 

Citadel Securities was the only major market maker during this time that provided 
continuous liquidity every minute of every trading day. 

Show this thread 


6:42 PM - Sep 27, 2021 - Twitter for Android 


3.8 Summary 


TL;DR Citadel has achieved a de facto monopoly through market dependencies: 


e Citadel alone has the technology and risk management infrastructure to handle its share of market volume. 


e Citadel continues to capture market share by playing - and winning - a "pay to win" system set up by exchanges, 
via their exclusive technology and paying for boosts to speed and data. 


e Citadel is also expanding its foothold across institutions, via its offerings and patronage.,... 
e ...or by strong-arming competitors out, either directly with PFOF, or indirectly via scarcity. 


e Across the board, exchanges, prime brokers, brokers, and financial clients depend on Citadel either for key 
revenue or for basic operations including executing trades. 


e The market is increasingly exposed to Citadel's risks. Currently, the financial sector has no answer for what 
happens if Citadel shuts down. 


e Thus, Citadel has created a de facto monopoly, or duopoly including Citadel's aligned partner, Virtu. 


This is all prelude to part 4. 


And if you thought this was crazy, part 4 is where shit gets WILD 


Oh, and I'm pretty sure Citadel wants you to forget about DRS. No biggie, 
just keep on forgetting about DRS. 


